INTRODUCTION
Medicare provides, in theory, one standard benefit package to all its 39 million enrollees, regardless of health needs, age, or location. The program includes fairly comprehensive coverage for hospital and post-hospital skilled nursing facility (SNF) stays, ambulatory and physician services, home health and hospice care, and durable medical equipment. In practice, these benefits vary substantially across the United States, depending upon the needs of the population, supply of services, and local practice patterns. Yet there is limited understanding of these variations and the ways they could affect the impact of policy reforms. That is, a change in Medicare's nationally standardized policies can have unequal impacts on access and use across the country, depending upon local variations in medical need, supply, and practice patterns in each area.
This issue is important for policymakers to understand. In some cases, a change in payment levels or policy for one service may then alter use of other services. For example, if home health care use is constrained through policy change, other postacute care services may take up some of the slack. But potential substitute postacute care may be more readily available in some parts of the country than in others. Further, concern about the level of service use may be more appropriate in some parts of the country than in others. Using across-the-board policy changes may consequently create hardships in some areas while appropriately discouraging overuse of care in other areas.
In this article, we provide baseline information on State-level characteristics of the Medicare population, including differences in population size, distributions of dually eligible beneficiaries (covered by Medicare and Medicaid) or enrolled in managed care, and average spending levels for each of the different populations and services covered by Medicare. These data should be useful for considering the implications of various reform proposals and understanding the potential impact of recent changes in Medicare. An analysis of the potential impact of the Balanced Budget Act on specific States can be found in Gage and Guterman, (to be published). The Medicare data presented here represent analysis of the 1995 Medicare claims and denominator files for a 5-percent beneficiary sample except where otherwise noted. Our Medicaid analysis uses the Urban Institute's edited data compiled for the 1998 State-Level Databook on Health Care Access and Financing (Liska, Brennan, and Bruen, 1998) .
VARIATION IN POPULATION SIZE AND CHARACTERISTICS
Medicare spending and enrollment varies across the Nation according to the distribution of beneficiaries and their individual characteristics. Altogether, almost 34 million elderly (or 98 percent of all elderly persons in the United States) are covered by the program. Persons age 65 or over represent 85.7 percent of all Medicare beneficiaries. The rest qualify for Social Security as disabled persons or because they have end stage renal disease (ESRD). In 1998, the program spent $211 billion covering these persons' acute care needs (Congressional Budget Office, 1999) .
About 35 percent of all beneficiaries live in one of five States: California, Florida, New York, Pennsylvania, and Texas (Table  1) . In Florida and Pennsylvania, beneficiaries represent both large numbers of patients and a large proportion of the States' residents (about one-fifth of each State's population). In California, New York, and Texas, the beneficiaries represent 15 percent or less of the population, but the sheer number of enrollees makes Medicare an important economic force in these States. Even in certain rural States, such as Arkansas, Iowa, Maine, and West Virginia, Medicare insures almost one-fifth of the population, making an important contribution to each State's financing and delivery system. Another important source of potential variation in spending is the share of beneficiaries also eligible for Medicaid. Slightly more than 15 percent of beneficiaries are poor enough to have supplemental coverage provided by State Medicaid programs. (These dually eligible beneficiaries are defined as those people who have State buy-in coverage. Some dually eligible beneficiaries, especially the medically needy, are not "bought in" but still participate in both programs. These groups are not included in the Medicaid counts.) Of these, one-half are fully covered by Medicaid for Medicare Part B premiums (about $45 a month), copayments and deductibles on services used, and other non-Medicare benefits, such as prescription drugs and long-term care (LTC) services (Eppig and Chulis, 1997) . The other half are qualified Medicare beneficiaries, who are exempt from Medicare premiums and cost-sharing (45 percent) or specified low income Medicare beneficiaries, who are exempt from Medicare premiums only (5 percent). Finally, it is unlikely that individual characteristics can explain all the variations in health care discussed herein. Differences in the way that health care is practiced across the United States have been noted in many studies, dating back to early work by Wennberg and Gittelsohn (1973) . Many of these differences cannot be explained except as practice pattern variations. And there is a great deal of variation in the geographic distribution of various providers (Prospective Payment Assessment Commission, 1996) .
STATE VARIATION IN EXPENDI-TURE PATTERNS
These population differences affect State-level spending on health care. Age, income (or Medicaid eligibility), and the relative costliness of different services used by these populations all influence State-level spending patterns. For example, Medicare payments for those age 85 or over are 44 percent greater than for the average beneficiary, and if they are dually eligible, their average costs are even higher ($7,720 versus $6,550 for those who are not participating in Medicaid). 1 Across all beneficiaries, average Medicare payments for the dually eligible population are 50-percent greater than for non-dually eligible beneficiaries, although this varies by age group. The greatest difference in costs is for the young old (65-74 years), where Medicare payments for dually eligible beneficiaries are 76 percent greater than for those without Medicaid coverage ($6,385 versus $3,635 in 1995) .
These population differences result in differences in overall State spending levels (Table 2) . It is not surprising that the five States with the largest beneficiary populations-California, New York, Florida, Texas, and Pennsylvania-consistently have the highest aggregate spending levels for most types of Medicare-covered services. For example, California is home to 10 percent of all Medicare beneficiaries and accounts for 9 percent of total program payments.
But the more interesting differences arise from per capita measures, which more closely relate to variation in beneficiary characteristics. States with the highest per capita spending each have relatively costly populations. For example, Louisiana, the District of Columbia, and Texas have relatively large shares of dually eligible beneficiaries, and as previously noted, those with Medicaid coverage have substantially higher spending levels than the average Medicare beneficiary's. In addition to large numbers of dually eligible beneficiaries, Massachusetts and the District of Columbia also have substantial numbers of persons age 85 over. In fact, average Medicare payments for beneficiaries using services in these four States are among the highest in the Nation, suggesting these higher per capita costs are due to both large numbers of users and expensive types of cases.
States with the lowest Medicare spending per enrollee (Table 3) and Hawaii's spending would be ranked even lower because of the high labor costs in these two States.) Hawaii and Arizona have slightly larger shares of the younger elderly populations, which are typically less expensive. The lower cost patterns in these States may also be partially explained by the high managed care penetration rates in local private markets. Managed care practices tend to reduce costly inpatient expenses and increase ambulatory service expenditures (Hurley, Freund, and Paul, 1993; Brown et al., 1993) , and these differences may have spillover effects in the FFS program.
Variation by Type of Ser vice
Some of the variation in Medicare program expenditures may be explained by differences across States in the use of costlier services, such as inpatient hospital stays-one of the most expensive Medicare services (Table 4) . Although only 20 percent of beneficiaries used hospitals in 1995 (Gage et al., 1997) , these expenditures accounted for almost one-half of all Medicare spending. More than 90 percent of hospital expenditures were reimbursed under Medicare's prospective payment system (PPS). The remaining hospital expenditures were for rehabilitation hospitals or units (4 percent), psychiatric hospitals (4 percent), LTC hospitals (1 percent), and others, including cancer and children's hospitals.
The five States with the highest per capita PPS hospital expenditures are the District of Columbia, Alaska, New York, Maryland, and Michigan. New York and Maryland are historically high-cost hospital States because of high input prices and higher use of costlier urban hospitals (Ashby et al., 1996) . Similar factors may also explain the District of Columbia's and Alaska's high expenditures.
In PPS-excluded hospitals, Louisiana ranks first in per capita spending for all three types of non-PPS hospitals: rehabilitation, psychiatric, and LTC. This, coupled with the lower use of PPS hospitals and SNFs, suggests these hospitals are being used differently in Louisiana than in other States. Other States relying heavily on rehabilitation hospitals are Texas, Alaska, and Arkansas. In psychiatric expenditures, Massachusetts, New Hampshire, Alaska, and the District of Columbia have the highest spending levels. Although rehabilitation and psychiatric hospitals serve distinctly specialized populations, long-term hospitals are treated separately only because they have an average length of stay greater than 25 days and are not certified as rehabilitation or psychiatric facilities. They may serve the chronically ill or be used to substitute for rehabilitation or psychiatric facilities (Prospective Payment Assessment Commission, 1992). In some places, they may substitute for PPS hospitalizations or SNF admissions, depending upon the availability of these providers and the types of cases treated. Long-term hospital per capita expenditures are highest in Louisiana, Massachusetts, Texas, Oklahoma, and Wyoming.
Although State rankings may change based on whether one looks at per capita or per user spending levels, certain States remain high in both, suggesting they have both many users and expensive cases (Table 5 ). New York, for example, which has the highest aggregate PPS spending, ranks third in both per capita and per user spending. On the other hand, a smaller proportion of California's and Hawaii's beneficiaries are admitted to hospitals, but when they are, they undergo expensive procedures.
(Some of Alaska's and Hawaii's high-ranking per capita expenditures may be explained by high labor costs because these expenditure amounts have not been wage adjusted. However, this would also affect the per enrollee expenditures. Despite these differences in labor costs and population size, Hawaii still ranks the lowest in spending per enrollee in the Nation.) These low utilization rates may be a spillover effect from the high HMO penetration in California, where 39 percent of the beneficiaries are in managed care.
Physician expenditures account for the second-largest group of Medicare expenditures, almost 25 percent of all Medicare spending in 1995. These services are the most widely used benefit in the Medicare program, with almost 80 percent of all beneficiaries having at least one physician visit during the year (Gage et al., 1997) .
New Jersey ranks highest on physician spending per capita, followed closely by Florida, where per user spending is highest (Table 6) . (In fact, almost 10 percent of all physician expenditures are for Florida residents.) California is the only State not to make the top five in average spending but to rank third per user of services. This suggests a high use of more expensive specialists or a higher-than-average number of visits to a physician. The latter would be consistent with managed care utilization patterns, where physicians are seen more frequently than in FFS arrangements (Brown et al., 1993) , probably reflecting the influence of a higher managed care penetration in California.
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HEALTH CARE FINANCING REVIEW/Winter 1999/Volume 21, Number 2 Medicare covers SNF services if the patient was recently discharged from an inpatient hospital stay. These services account for 5 percent of Medicare spending and are used by about 5 percent of beneficiaries (Gage et al., 1997) . Of the five States with the highest per capita spending, only Massachusetts is in the top five of PPS hospital spending (Table 7) . Connecticut, Indiana, Colorado, and Utah have high SNF expenditures but do not make the list for any other type of hospital spending, including those hospitals that may represent alternatives to SNF care. These States also have relatively high payments per user for SNF care, suggesting they are both highuse and high-cost-per-user States, although California and Nevada top the list on a per user basis. Louisiana is notably absent from the top SNF States because other services, such as LTC hospitals or home health care, are likely substituting for these services.
Among the top five States with high SNF expenditures, none also have the highest per capita home health care expenditures (Table 8) . (If we ranked these numbers through the highest 10 States, however, there would be more overlap.) Louisiana, which did not have high SNF spending, has extraordinarily high home health care spending. It has the highest payments per beneficiary and per user for home health care services in the Nation. Louisiana's per beneficiary spending is almost three times the national mean.
The same States that have high proportions of beneficiaries using home health care also tend to have high payments per user. Utah ranks fifth by user but seventh on per capita spending. Because home health care payments will also be moved to a PPS by October 2000, utilization patterns in all these States may change in response to Medicare's new payment policies. Some of this high spending on SNF and home health care may be attributable to having high numbers in the State of the very old or disabled populations, who have greater need for these types of services. Massachusetts and Connecticut, for example, both have a large proportion of very old beneficiaries (age 85 or over), while Louisiana has a large proportion of the younger, disabled beneficiaries (under age 65) and the sixth-largest share of dually eligible beneficiaries. Similarly, Utah's and Massachusetts' high expenditures may be explained by their large proportions of disabled persons and dually eligible beneficiaries, including a high proportion who are at least age 85, each of whom may need these services more than other beneficiaries.
Medicare-Medicaid Interactions
The Medicare program can also have important impacts on a State's Medicaid program. Benefits are sometimes covered by both programs, and many providers serve both populations. When the benefits are identical, Medicare is the primary payer, and States face incentives to shift costs to Medicare. However, Medicaid also covers additional services. In general, Medicare only pays for short-term, posthospital nursing facility stays, while Medicaid pays for these short stays and longer term, residential care in these settings if one is poor enough to meet the State Medicaid eligibility rules. In home health care, Medicare covers nursing, therapies, and aide visits, if a beneficiary requires nursing or therapy, but does not cover the homemaker and personal care services that Medicaid allows. Medicaid also covers the same home health care services as Medicare without the skilled medical requirement, using only an incomebased eligibility standard for these services. Here our results are restricted to elderly beneficiaries.
Comparing State-level spending on nursing facilities and home care for dually eligible elderly beneficiaries indicates that nursing facilities in certain States may rely more on Medicare for their revenues. States such as Indiana, Colorado, and Florida, which have the highest spending per dually eligible elderly person under Medicare's SNF benefit, rank among the moderate-to lower spending States per elderly recipient in Medicaid nursing facilities (Table 9 ). The relative difference in ranking between the two programs suggests nursing facilities in these States may be concentrating on serving the shorter stay Medicare population instead of longer and is 22nd for Medicaid home health coverage. Both States have large proportions of elderly residents and a higher-than-average share of the population age 85 or over in both their total Medicare population and their number of dually eligible beneficiaries (Table 1) .
Impact on Beneficiaries
Medicare beneficiaries must pay both deductibles and coinsurance on most services received under both Parts A and B of the program. 2 Under hospital insurance, Part A, a hospital deductible of $768 was charged for the initial hospitalization in each spell of illness in 1999. 3 (The deductible amount was $716 in 1995.) Because multiple spells of illness can occur in a given year, some beneficiaries pay two or more deductibles per year. After 60 days as a hospital inpatient during any given spell of illness, coinsurance is also charged. In 1999, the daily rate for the coinsurance was $192. After 90 days, patients must tap into an additional 60 lifetime days of coverage but were still required to pay $384 per day in 1999. SNF coinsurance payments, assessed on days 21 through 100 of a SNF stay during a spell of illness, are also tied to the level of the hospital deductible and were $96 a day in 1999.
On the Part B side, the deductible is substantially lower-just $100-and above that deductible, most services are subject to a 20-percent coinsurance requirement. One exception is outpatient hospital services, where beneficiaries pay coinsurance to facilities on the basis of the hospital's charges instead of program payments. That has lead to high sharing levels for outpatient services. (However, changes contained in the Balanced Budget Act of 1997 that will be phased in over time will reduce the outpatient cost sharing and bring it into line with other Part B requirements.) Clinical laboratory services (and any home health care services found under Part B) carry no coinsurance requirements.
In 1995, cost-sharing averaged $673 for FFS beneficiaries in Medicare. On a per beneficiary level, District of Columbia residents faced the highest cost-sharing charges of $817 per person. Oregon was lowest, with an average of only $430. Table 10 . Pennsylvania is 5th in cost sharing and 15th in all Medicare spending. These differences occur because, as previously noted, cost sharing varies considerably, depending upon what services are used. Because there is considerable variation in the composition of Medicare expenditures across the States, it stands to reason that there is also variation in the levels of cost sharing required. Louisiana has lower cost sharing in large part because it is such a heavy user of home health care services, which require no coinsurance. The District of Columbia, at the top of the list, is a high consumer of hospital, physician, and SNF services, all of which require cost sharing. Physician service use is high in New Jersey, helping to elevate it to the top 10 cost sharing list, even though it ranks much lower in overall spending.
Another way to look at cost sharing is to examine the percentage of total spending that cost-sharing constitutes. (It is important to note that these cost sharing amounts reflect only Medicare covered benefits and do not include items not covered by Medicare, such as prescription drugs.) In 1995, the overall average was 14 percent. The highest cost sharing States were Minnesota, Wisconsin, South Carolina, Iowa, and Nebraska. None of these States are in the top five by dollar values. The lowest States in terms of percentages were Alaska, Louisiana, and Oklahoma. Louisiana thus makes the top 10 list only because its per capita expenditures are so high.
DISCUSSION
Medicare plays an important role in the States because of its absolute size relative to health care spending, the large number of dually eligible beneficiaries, and its importance to those it serves. Given the variation in expenditures by State, interest in differential impacts of various reform options should be expected. For example, the new Medicare payment policies being implemented under the Balanced Budget Act may affect State health care expenditures, especially in certain States where Medicare spending is relatively high, such as Louisiana, which is 15th in terms of aggregate Medicare spending but has the highest per capita Medicare spending in the Nation. States like this are likely to feel a greater impact from Medicare's payment policy changes than other States. And to the extent that some services are affected to a larger degree than others in various reform proposals, there may be other variations in State impacts in the future.
Further, these variations in Medicare spending also affect beneficiaries differentially across the States. Although there is a correlation between high per capita expenditures and high levels of cost sharing, variations in the types of services used and other coverage available also affect the total cost-sharing individuals face.
In practice, despite Medicare being a standardized benefit, use of the benefit is not as uniform as one might expect. Although all beneficiaries are guaranteed the same types and levels of coverage, actual utilization varies according to medical need, local practice patterns, and availability of services. These differences, in turn, affect individual out-of-pocket costsand these are further affected by individual levels of supplemental insurance-either through a State Medicaid program or a private medigap policy. Whether the variation is attributable to legitimate differences in need or to variations in access to care is unclear, but these factors should be considered when discussing future policy changes.
